


_National City Monthly Letter 


on 
Business and Economic 


Conditions 





General Business Conditions 


HE holiday season has brought very 
good reports from both trade and the 
industries. Christmas retail sales appar- 
ently have been the largest on record. 
Merchants are going into 1955 with 
stocks in good shape, and with the prevailing 
optimism as to spring prospects the January 
wholesale markets should be active. Industrial 
production, led by the rapid rise in steel and 
automobile output, has reached the highest level 
in over a year. Employment has been increasing 
since early fall. The return of overtime opera- 
tions showed itself in November in the rise of 
the average factory work-week to more than 40 
hours, while average weekly wages of factory 
workers rose to an all-time peak of $73. 





Any doubts that the fall recovery was more 
than a seasonal pick-up should be dispelled by 
recent gains in factory output. In November, 
the Federal Reserve index of industrial produc- 
| tion rose 3 points to 129 (1947-49 = 100, season- 
_ ally adjusted), and December is expected to 
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show a further gain. However, the steel and. 
automobile industries, which accounted for much 
of the upswing, must now be nearing the level- 
ing out stage after their climb. Steel mills hit 
their 1954 high in the week ended December 
12 at 82.1 per cent of capacity; this is equiva- 
lent to an annual rate of 102.1 million tons, a 
proximately the output expected in 1955 by Iron 
Age and some other forecasters. Automobile 
plants were turning out more than 150,000 pas- 
senger cars a week in mid-December, within a 
few thousand of the scheduled rate for the first 
quarter of 1955 and well above the average rate 
(100,000 to 110,000 a week) anticipated for the 
year as a whole. 


Further gains in these industries now would 
likely be at the expense of reduced output later 
in 1955. However, the recovery has been spread- 
ing. Textiles are making the best showing in 
over a year, and building materials production 
has been stimulated by the unseasonably high 
rate of construction activity. Perhaps the danger 
now is in expecting too much. In the three 
months ending with November the increase in 
industrial output was 5 per cent, equivalent to 
a 20 per cent annual gain. Such a rate of im- 
provement is not likely to continue very long. 
The fact that the drag of inventory liquidation 
has eased, and that new orders including de- 
fense contracts have picked up again, is suf- 
ficient reason for satisfaction. 


The Depression That Didn’t Happen 


There is no need to stigmatize 1954, or damn 
it with faint praise, as a “second-best” year. 
Business in 1954 was the best of any peacetime 
year on record. The year brought more unem- 
ployment and short hours, and more business 
losses and failures. But the people of the coun- 
try consumed more goods and services of every- 
day use than ever before, in the aggregate; and 
per capita consumption, according to the closest 
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estimates we can make, was reduced by only 
% of 1 per cent. Current savings, expressed in 
dollars, were only a little less than in 1953. At 
the same time, nearly as much was added to the 
fixed investment of the country — construction 
plus producers’ equipment—as in 1953, and 
more than in any other year. These are the 
measures of living standards and of the general 
welfare. Although their good showing may seem 
inconsistent with the fact that industrial output 
was lower, the drop in production was attrib- 
utable almost wholly to reduced purchases for 
government use and for inventory. 


Even more important, 1954 was a year in 
which a depression might have happened but 
didn’t. As the year opened the economy was in 
the midst of a shift from war to peace and from 
shortages to plenty. Cutbacks in security expen- 
ditures followed the end of fighting in Korea in 
1953 and the demand for defense goods and 
services dropped at the rate of $12 billion a 
year, or by about one-fourth. At the same time 
business men generally began tightening up on 
their inventories. In mid-1953, businesses were 
adding to stocks at an annual rate of $5.4 billion. 
By the final quarter of that year, they were cut- 
ting down stocks at the rate of $4.2 billion a 
year. During most of 1954, inventory liquidation 
continued at approximately the $4 billion rate. 


But despite the drop in demand for these two 
purposes, amounting from top to bottom to more 
than $22 billion a year, the decline did not be- 
come cumulative. Colin Clark’s gloomy appre- 
hension of a downward spiral “which goes on 
and on of its own accord until the economy has 
fallen to an extremely low level” never ma- 
terialized. By the end of the first quarter of 
1954, most comprehensive business indicators had 
dropped about as far as they were to go. What 
followed for the next six months was a period of 
over-all stability in production, employment, 
income, and prices, a period of consolidation 
for the recovery which is now under way. The 
general stability concealed a great many off- 
setting changes in individual industries and 
product lines —truly the “rolling readjustment” 
which so many people had looked for. 


What Did 1954 Prove? 


The record of 1954 provides a demonstration 
of the ability of the economy to work out a re- 
adjustment in an orderly manner, without large 
scale deficit spending. It also supplies a better 
insight into three influences which helped avert 
depression this time and might do so again — 


the “built-in stabilizers” in the economy, the 
character of consumer demand, and confidence 
in the long-run trend. 


Some of the stabilizers operate automatically, 
and will do so under similar circumstances again. 
Others were created by government policy de- 
cisions or legislation. By helping to maintain 
income, the automatic stabilizers — such as un- 
employment compensation — cushion the initial 
effects of a downturn, although by themselves 
they cannot stop or reverse a decline. In the 
first ten months of 1954, wages and salaries 
totaled about $3 billion less than in the corre- 
sponding months of 1958, but the rise in govern- 
ment payments for unemployment insurance, 
social security, and veterans’ benefits offset 
nearly two-thirds of the drop. Agricultural price 
supports also helped sustain income. As a re- 
sult, personal income before taxes in 1954 nearly 
equaled the 1953 total. Personal tax liabilities 
dropped, in part because of the decline in pre- 
tax income and in part because of reduction in 
federal tax rates. Income after taxes rose to 
new highs. 


Largely because of these influences, consumer 
spending power rose to a new record in 1954. 
Profits after taxes of large corporations remained 
close to 1953 levels despite marked declines in 
sales and pre-tax earnings. These high incomes, 
together with the large holdings of liquid assets 
by individuals and the financial strength and 
liquidity of business concerns generally, explain 
the ability of consumers and business men to 
maintain and even increase their expenditures in 
1954. 


Along with ability to buy, build and invest 
must go the will to do so. A general state of con- 
fidence also has helped keep business going. 
Monetary authorities, following a policy of “ac- 
tive ease”, assured ample credit for worthwhile 
business and personal needs, and helped keep 
the markets free of forced liquidation at distress 
prices. Tax reform measures encouraged capital 
investment, and liberalized housing credit leg- 
islation stimulated home building to near-record 
rates. At bottom, confidence rests on faith that 
an increasing population and rapid technological 
progress promise long-run growth. 


Finally, credit for the year’s showing must 
also go to the more extensive information on 
business developments now available and greater 
knowledge on how to put this information to 
work. An informed and enlightened manage- 
ment is less likely to make panicky decisions on 
investment, inventories, and buying policies. 
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The Myth of “Saturation” 

At the beginning of the year many feared that 
markets for consumer durable goods and hous- 
ing were saturated. Since the war vast numbers 
of homes, cars, appliances, and other durable 
goods have been built and sold. Consumers have 
satisfied their most pressing wants. Yet families 
showed in 1954 that they are ready and willing 
to buy the products they find attractive. In 1954, 
for the first time since the end of World War II, 
there were no backlogs of unfilled demand left 
over from depression, war, or materials short- 
ages. No scares over prices or international de- 
velopments stimulated buying. Nevertheless, in 
the third quarter of the year, consumers were 

nding for durable goods and new homes at 
a faster over-all rate than at the 1953 peak. 


This experience shows that, in a period of 
sustained spending power and high liquid asset 
holdings like the present, families tend to up- 
grade their wants rather than to become “satu- 
rated.” Today it is generally the people who al- 
ready have a house or car or home appliances 
who are the heart of the market for a new ver- 
sion. The housing boom is kept going, to a con- 
siderable degree, by families who want larger, 
better, more modern homes in suburban areas, 
not —as was the case in early postwar years — 
newly-formed families who wanted any sort of 
moderately-priced shelter. More passenger cars 
are on the road today than ever before and half 
of them are less than five years old, yet the new 
models are receiving an enthusiastic response. 
Sales of “second sets” to families already owning 
television receivers are credited with an impor- 
tant part in the revival of sales. 


The other side of the coin is that today’s mar- 
kets are buyers’ markets. To an ever-increasing 
extent, consumers nowadays can postpone satis- 
faction of their wants if nothing attractive is 
offered to them. Styling, quality, new features 
are more important than ever, and so is price. 
Ivan L. Wiles, general manager of Buick and 
vice-president of General Motors, noted recently: 

Sales success is something which must be deserved and 
earned — and not something which comes automatically 
to all members of an industry in equal degree . . . Sales 
success in a competitive market must start with two 
essential ingredients: the right product — and the right 
price. And the two must go together. 

The drive to market the right product at the 
right price lies behind the sustained level of 
business capital expenditures. Here too, general 
saturation is a myth, although specific industries 
may become overbuilt, temporarily or other- 
wise. Capital outlays which reduce costs, im- 


ognized as necessary by the business man who 
doesn’t want to fall behind his competitors. Con- 
trary to the usual business cycle patterns, the 
decline in plant and equipment expenditures 
during 1954 was relatively slight and business 
plans for the year ahead indicate only moderate 
changes from present levels. 

This showing of stabilizing influences and re- 
cuperative powers has made 1954 a notable year, 
and one full of promise in the long effort to mod- 
erate business fluctuations. It would be a pity, 
however, if overly-strong conclusions should be 
drawn from the record. The year has shown that 
the stabilizers, both automatic and those made 
effective by policy, provide strong support; that 
money and fiscal policy can be greatly helpful; 
and that sound business management makes a 
contribution of immense value. It has demon- 
strated that a financially strong, liquid and dy- 
namic economy can make necessary adjustments 
without acute general distress. It has not proved, 
however, that these elements of strength could 
support the economy against the consequences 
of excessive speculation, abuses of credit, and 
bad management of public and private affairs. 
Over-confidence in the efficacy of stabilizers may 
lead to precisely these mistakes; over-reliance 
upon them may produce inflationary trends, in 
which excesses thrive. 


Review of Monetary Policy 


The Congressional Joint Economic Committee 
held brief hearings on December 6-7 for the 
purpose of reviewing recent thinking and ex- 
perience with Federal Reserve credit policies 
and Treasury debt management policies. It was 
this same Committee that fathered the well- 
known Douglas inquiry of 1949-50, which broke 
the path to the unpegging of the government 
bond market in March 1951, and the Patman 
inquiry of 1951-52, which in effect endorsed that 
action and the principle enunciated by the Doug- 
las report: 





... that the advantages of avoiding inflation are so great 
and that a restrictive monetary policy can contribute so 
much to this end that the freedom of the Federal Reserve 
to restrict credit and raise interest rates for general stabili- 
zation purposes should be restored even if the cost should 
prove to be a significant increase in service charges on 
the Federal debt and a greater inconvenience to the 
Treasury in its sale of securities for new financing and 
refunding purposes. 


The hearings were handled by a subcommit- 
tee under Senator Ralph E. Flanders of Vermont. 
Senator Flanders focussed on developments since 
the bond market was unpegged and treated the 


prove efficiency, or provide new moray ae Epp g ipauiry as “educational” without any object of 
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presenting conclusions or recommendations. He 
requested only the Secretary of the Treasury 
pm the Chairman of the Federal Reserve Board 
to submit written statements. On December 7, 
the subcommittee discussed policies with top 
Treasury officials in the morning and with the 
Board of Governors of the Federal Reserve Sys- 
tem and the Presidents of the Federal Reserve 
Banks in the afternoon. The day before, a panel 
of economists had been assembled to present 
their observations: Lester V. Chandler of Prince- 
ton; John D. Clark, former member of the Presi- 
dent’s Council of Economic Advisers; Seymour 
Harris of Harvard; James N. Land, Senior Vice 
President, Mellon National Bank, Pittsburgh; C. 
Clyde Mitchell, Jr., of the University of Nebras- 
ka; Edward S. Shaw of Stanford; Rudolf Smutny, 
Senior Partner, Salomon Bros. & Hutzler, New 
York; and Frazar B. Wilde, President, Connecti- 
cut General Life Insurance Company, Hartford. 

The subcommittee set out as its main ques- 
tion the role that monetary policy played “in the 
period of relative stability following the Treas- 
ury-Federal Reserve ‘accord’ in 1951, in the 
months of boom late in 1952 and early 1953, and 
in the recession of 1953-54.” The hearings pro- 
vided an opportunity for responsible officials to 
explain their actions and for private observers 
to offer criticisms. Some critics, indeed, went so 
far as to urge that, instead of acting when nec- 
essary to restrain credit expansion to protect the 
dollar, the authorities should indulge or encour- 
age inflation as a way of sustaining full employ- 
ment. The broad conclusion emerged, however, 
that, as the Douglas report had stated: 

Timely flexibility toward easy credit at some times and 
credit restriction at other times is an essential character- 


istic of a monetary policy that will promote economic 
stability rather than instability. 


Treasury Debt Management 

Secretary of the Treasury Humphrey told the 
subcommittee that debt management has been 
carefully planned so as to tie in with Federal 
Reserve policies, first in helping to restrain in- 
flation and then in helping to avoid deflation: 
“The Treasury, in doing its borrowing, paid the 
rates required by the market in recognition of 
the principle that the Federal Reserve should 
be free to exercise appropriate monetary and 
credit policy.” Under this flexible policy, rates 
paid by the Treasury ranged from 3% per cent 
on a comparatively small issue of thirty-year 
bonds put out May 1, 1953, when inflationary 
pressures were still running strong, down to as 
little as 5 per cent on 91-day Treasury bills sold 
in June 1954 when the business recession was 
scraping bottom. 


The Secretary's statement went on to say: 

At the same time that we have been working closely 
with the Federal Reserve in pursuing policies which 
would lean against inflation or deflation, the Treasury 
has also made progress toward its long-term objective 
of working toward a better balanced maturity structure 
of the public debt — one that will contribute, along with 
budgetary and monetary policies, to high employment, 
rising production and a stable dollar. . . . 

A widespread debt — in terms of maturities as well as 
holders — contributes to the effectiveness of monetary 
policy aimed at promoting economic stability. When the 
Federal debt is widely distributed, action taken by the 
Federal Reserve to tighten credit during inflationary 
periods or to ease credit during deflationary periods will 
tend to be more effective as its impact is transmitted 
through all parts of the money market. 

In deference to adverse conditions in the bond 
market during the summer of 1953, he pointed 
out, the Treasury postponed debt extension tem- 
porarily. Thereafter, during the business reces- 
sion, the maturity structure of the debt was im- 
proved by offering intermediate-term notes and 
bonds attractive principally to commercial banks, 
thus avoiding direct competition for long term 
funds “that were needed to support a high level 
of capital expansion in the economy.” 

Messrs. Land and Wilde contributed expert 
testimony to the effectiveness of the policies of 
alternating restraint and ease, most notably in 


the area of construction. The 1958 policy of re- 


straint, Mr. Land pointed out, cut something 
off the of the boom and helped fill in the 
valley of the 1954 recession. 

On questions of the profitability of govern- 
ment deposits to the banks and the possibility 
of asking the banks to pay interest on such de- 
posits, the Secretary pointed out that payments 
of interest on demand deposits are prohibited 
by law, that banks perform many services for 
the government without compensation, and that 
“bank profits have not been high . . . compared 
with other kinds of business and compared with 
the need to build up capital funds to protect 
their customers’ funds”. In years past when the 
banks paid interest on government deposits, 
yields on loans and investments were much 
higher than now and the services demanded 
fewer and simpler than they have become under 
the new withheld tax systems. Criticized by 
Congressman Patman for carrying an average 
of $4 billion deposits with the banks, the Sec- 
retary pointed out that this amount is less than 
the government spends in thirty days’ time. 

May 1953 Money Pinch Re-Debated 

Inasmuch as the Federal Reserve is in the 


driver’s seat with respect to national credit pol- 
icy, and has been since the bond market was 
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unpegged in March 1951, the remarks of Re- 
serve Board Chairman Martin were of central 
interest. His statement, which ran to 91 pages, 
labeled the whole of the period from March 1951 
to May 1958 as one of credit restraint. As a mat- 
ter of fact, the pattern of restraint may be best 
described as U-shaped. Borrowers and lenders 
got a real shock in March 1951, when the bond 
market was unpegged, and again during the 
spring of 1953 when the Reserve Banks brought 
pressure to bear on the banks to reduce borrow- 
ings at a time when credit demands were ex- 
ceptionally strong. 

In the summer of 1953, the Federal Reserve 
moved toward its policy of “active ease” which 
involved reductions in bank reserve require- 
ments, successive cuts in discount rate, and a 
build-up of free excess reserves to around $700 
million, the level maintained from June to No- 
vember, 1954. In December free excess reserves 
shrank moderately as some of these funds were 
drawn into use to finance seasonal requirements. 

At the hearings it was universally agreed that 
Federal Reserve policy had been at least a little 
too restrictive in the spring of 1953. As Chair- 
man Martin put it: “By May 1953 the market 
developed a condition of tension that threatened 
to become unduly severe”. It was in this un- 
fortunate environment that the Treasury's initial 
offering of long-term bonds, the thirty-year 3%s, 
came out. Senator Douglas and Professo- Har- 
ris of Harvard attributed the business recession 
in part to the decision of the Treasury to put 
out bonds paying as much as 3% per cent al- 
though, since these bonds dropped below par 
after issuance, it is clear that it was market con- 
ditions that dictated the rate. On the other hand, 
Mr. Clark, a member of the President’s Council 
of Economic Advisers in the Truman Adminis- 
tration, who denies that restraint on money is a 
proper way to deal with inflation, attacked the 
Federal Reserve for failing to give support to 
Treasury financing and for smothering the boom. 

Professor Harris said the Federal Reserve 
since 1952 has had “inflationary jitters” and the 
Treasury an “inflationary neurosis”. With spe- 
cific reference to the first half of 1953, he asserted 
that “there was no evidence at all of inflationary 
pressures, with the possible exception of the rise 
in inventories.” Professor Harris rejected out of 
hand the careful appraisal of the inflationary 
dangers in the situation presented by the Re- 
serve Board and Treasury heads. 


The Proof of the Pudding 
Chairman Flanders complained that much of 
the discussion seemed “to occur in a peculiar 


sort of vacuum.”: “No mention, as I remember, 
was made of the inflation which followed on the 
beginning of the war in Korea”, which, he might 
have added, led to the establishment of gov- 
ernment machineries for material allocations, 
price and wage controls, and curbs on home- 
building and consumer instalment credit. Re- 
serve Board Chairman Martin, in his statement, 
contributed some perspective. Pointing out 
that “the Treasury-Federal Reserve Accord was 
reached after an earlier inflationary outburst of 
overbuying, overborrowing, and overpricing in 
the private economy,” he said: 

In the first year after its adoption, private spending 
and borrowing moderated while the defense program ex- 
panded. In the second year, however, from the spring of 
1952 to the late spring of 1953, there was a vigorous ex- 
pansion in private spending and in private credit de- 
mands, just as defense expenditures were reaching a 
peak and the Federal Government faced the need for 
heavy borrowing to meet a deficit. Large capital expendi- 
tures, inventory accumulation, and heavy consumer pur- 
chases of durable goods — all financed to a large extent 
by credit — together with overtime operations in indus- 
try and exceptionally full utilization of resources gener- 
ally, threatened to develop into an unsustainable a. 
Credit restraints helped to keep total demands within the 
limits of the capacity of the economy to produce and to 
spread the volume of spending over a longer period. 

The boom was checked without collapse and was 
followed by an orderly and moderate downward adjust- 
ment in activity. The adjustment was cushioned by pro- 
gressive action to ease credit markets, as well as by tax 
reductions and other fiscal measures. It has not develo 
into a disastrous depression, as many quite reasonably 
feared. . . . Viewed as a whole it appears that credit 
and mone policy exerted a wholesome restrictive 
influence in the 1952-53 period of boom and a desirable 
cushioning and sustaining influence in the economic de- 
cline which followed. In so doing, it made a necessary 
and positive contribution to stable economic growth. 

Secretary Humphrey, in reviewing conditions 
in the first half of 1953, laid particular emphasis 
on the unsound as of rising inventories. 
Financed by borrowed money, this amounts to 
the development of a state of economic indiges- 
tion that is all the more painful to correct the 
longer it is allowed to proceed. A credit squeeze 
can stop the process; credit and price inflation 
can keep it going. But this latter alternative, 
which only would have postponed an evil day, 
was one that officials committed to protecting 
the dollar were unwilling to accept. 

Rising prices led President Truman in 1948 to 
call a special session of Congress to deal with 
inflation. In 1958 responsible public officials 
took affirmative, preventive action when a clear 
threat of price inflation presented itself. How 
much better to have the responsible officials act- 
ing in a timely way than to have Congress lock- 
ing the door after the horse is stolen. 
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As Meyer Kestnbaum, then chairman of the 
Committee for Economic Development, stated 
in an address a year ago on “Learning to Live 
with a Flexible Credit Policy”: 

The Treasury's decision to move in the direction of 
funding the debt was an influence toward higher interest 
rates. More obviously and more importantly, the Fed- 
eral Reserve's restrictive policy tended to raise interest 
rates, even though this was not the main objective of 
their policy. The appropriate defense of the Federal 
Reserve and the Treasury against their critics is not to 
disclaim responsibility for the higher interest rates but 
to point out that the higher interest rates were the 
proper and inevitable consequence of policies that the 
national welfare required. . . . 

In criticizing the actions of the monetary authority 
we must recognize that there is rarely full agreement 
about the future of the economy even among well-in- 
formed people. The monetary authorities are charged 
with an exceedingly difficult and delicate task and they 
must have some margin of tolerance if they are to ex- 
ecute it well. It is impossible in a complicated situation 
to make everyone happy and continual second guessing 
does not help. 


The monetary authority must proceed judiciously but 
must not be too timid to act and it must not be inhibited 
either by fear ef criticism on the _ of those who are 
adversely affected or by the fear that even a most care- 
ful appraisal of the trend of the economy may later turn 
out to be incorrect. 

Secretary Humphrey, expressing the Treasury 
viewpoint, said: “The proof of the pudding is in 
the eating. What was done did stabilize prices.” 


Free Versus Rigged Markets 

Professor Mitchell expressed the point of view 
that “monetary policy is too important to be left 
to the market.” Others at the hearings presented 
arguments in the same vein, most notably Pro- 
fessor Harris. “There is an awful lot of nonsense”, 
the latter asserted, “in the Treasury and Federal 
Reserve statements about the free market”. De- 
crying the Federal Reserve's “great fear” of con- 
trolling the rate of interest, he insisted that “there 
is no such thing as a free market in money.” 
If Professor Harris were entirely correct, there 
could hardly be a free market for anything. It is 
in trading their money for goods that people dis- 
close how much or how little they value the 
money given up in exchange. When the Federal 
Reserve inflates the currency to pin down the 
interest rate, rising commodity prices disclose 
the shrinkage of public esteem for money. 

Certainly Treasury and Federal Reserve op- 
erations have heavy influences on the market 
for loan funds. But real power of control exists 
only so long as inflation does not create public 
demands for remedial action. At that point 
the sky is the limit on what would-be con- 
trollers of interest rates must pay for money. The 
better plan is to let free market forces express 


themselves at all times and save on rates by as- 
suring a stable currency. 


Inflationary trends abroad, it is pertinent to ob- 
serve, have been halted only with the readoption 
of flexible interest rate policies. The Socialist Gov- 
ernment in the United Kingdom gave up rigged 
rates in favor of a free market as early as 1947. 
The Labor Government of Sweden, which moved 
from a supported rate of 3 per cent on govern- 
ment bonds to one of 3% per cent four years ago, 
in October 1954 offered government bonds 
paying 4 per cent in the hope that such bonds 
could stand on their own feet without support 
from the central bank. Labor unions, distecbed 
by the inflationary trend, reportedly approved 
the measure. 

Secretary Humphrey discussed at the hearings 
the progress made in reducing the frequency of 
the “visits” of the Treasury to the money mar- 
ket. Chairman Martin reviewed the withdrawal 
of the Federal Reserve from the bond market 
and the concentration of open market opera- 
tions in short-term government obligations. The 
subcommittee evinced little interest in the par- 
ticular conditions under which the Federal Re- 
serve might feel called upon to intervene in the 
long term market. The published hearings, at 
the suggestion of Senator Douglas, were ampli- 
fied to include a critique of Federal Reserve 
open market techniques prepared by a special 
ad hoc Federal Reserve subcommittee two years 
ago. This report defined a free market for 
government securities as one in which the “Fed- 
eral Open Market Committee will permit prices 
to equal demand and supply without direct in- 
tervention other than such as would normally be 
made to release or absorb reserve funds”, and 
urged that “the Federal Open Market Commit- 
tee should keep its intervention in the market 
to such an absolute minimum as may be con- 
sistent with its credit policy”. 


Full Employment by Inflation? 

Flexible credit policies, including their appli- 
cation to restrain inflation in 1953, were broadly 
endorsed not only by Chairman Flanders, but 
also by Professor Chandler, Mr. Land, Profes- 
sor Shaw, Mr. Smutny, and Mr. Wilde. Senator 
Douglas, while doubting the need for credit 
restraint in 1953, asserted firmly that: “we should 
try to hold to a doctrine of price stability, yet 
substantial, full employment, with investment 
financed out of savings”. On the other hand, 
Congressman Patman, Professor Harris and Mr. 
Clark took an indulgent view toward inflation 
and favored cheap money as a general policy. 
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During the hearings the question recurred as 
to whether the aim of a stable dollar should not 
be sacrificed in the effort to sustain permanent 
“full employment”. There is, of course, only one 
real way to achieve full employment in the com- 
plete literal sense and that is to assign everyone 
to a job and keep him there by compulsion. We 
do not want that. What we do want, without 
losing our freedoms, is to have an abundance of 
jobs paying wages in a trustworthy currency. 
As Allan Sproul, President of the Federal 
Reserve Bank of New York, commented at the 
hearings: 

I think those who would seek to obtain high-level em- 
ployment by a form of creeping inflation, induced by 
credit policy, are wigeg Ae correct structural maladjust- 
ments, inevitable in a highly dynamic economy, by de- 
basing the savings of the people. . . . If our dynamic, 
growing economy throws too many people out of work 
from time to time, we will have to devise further means, 
resting on the whole economy, to take care of the situa- 
tion. We cannot debauch credit policy, trying to make 
it do the job, and we should not steal the savings of 
the people with one hand, while we promise them a 
steady job with the other. 

Mr. Wilde also had something to say about 
the concept of full employment: 

The idea that at all times — every week, every month, 
and every year—we could have full employment of all the 
citizens in this country who might under any conditions 
wish to be employed is a concept of Utopia. No free soci- 
ety could ever hope to attain it and the Congress itself, as 
the debate shows and as the [Employment] Act's state- 
ment of policy shows, did not expect it. This country can 
have, within the framework of a free, competitive, capi- 
talistic society, a dynamic and evergrowing standard of 
living together with high employment — and certainly 
without serious unemployment. Most of us believe that 
we can do this and at the same time respect the indi- 
vidual and his freedom so that we can say that while we 
make material progress we are still a free society. 


Progress will not always be in a straight line. There 
must be periods when the growth will be above the line, 
and some when it will drop below. If we reduce the 
severity of these fluctuations and still march on the up- 
ward path, our country will make a major contribution 
to modern civilization. 


Implications of Full Employment 

Professor Mitchell allied himself with the in- 
flationist group at the hearings. Indeed he went 
a good deal further. Repudiating established prin- 
ciples of economics, he scorned the need for 
savings to finance investment, disparaged the 
ability of a free market economy to adjust itself 
to people’s wants, and plumped for “cultural fiat 
and social action with regard to production 
credit”. What this translates into is a grand plan 
of national socialism under which the Govern- 
ment would create money to pass out to farmers 
and others at low rates of interest for financing 
capital outlays. 


He asserted that: 


Indirect methods to control capital formation work 
badly, bearing particularly hard upon some of the most 
essential and “conservative” industries in society, for ex- 
ample, farming and home construction. For our nation 
to follow an expanding-economy goal and carry out 
the ambitious terms of the Employment Act demands 
that interest rates for na, A formation in worthy 
industries remain at low level, preferably trending down- 
ward, but certainly never rising. If speculative and too- 
rapid capital formation in certain lines ever needs to be 
curbed, let it be curbed by direct means, such as mater- 
ials rationing, instalment-credit curbs, and other selec- 
tive controls. Capital funds for the things which America 
urgently needs may occasionally have to be directed 
positively and selectively. 

In other words, in Professor Mitchell’s view: 
“If America intends to make a national policy of 
full employment work, we are going to have to 
revise some widely accepted but highly unreal- 
istic ideas about our economic system.” 


Professor Mitchell performs a real public serv- 
ice in thus vividly portraying the implications 
of a full employment society. The only question 
is whether it would not also be necessary to im- 
pose upon the people a bureaucracy to deter- 
mine where everyone would work and what he 
should produce and to make sure that inflation 
proceeds at all times at just the right speed. 
What the full employment society boils down to 
is a society full of government dictators and full 
of money of wasting value. 


Policy Ahead? 

The hearings gave no clue as to when and 
under what circumstances the Federal Reserve 
might find it necessary or desirable to re-apply 
a policy of restraint on credit and money. Pro- 
fessor Harris, who interpreted the switch to 
easy money a year and a half ago as an ac- 
knowledgment of “sins”, seemed to feel that the 
authorities, duly chastised by the recession, 
would treat inflation with greater indulgence 
another time. He, and Mr. Clark, favored re- 
leasing a billion or more funds into the market 
now, to stimulate business. Professor Shaw in- 
timated that restraint had already been renewed, 
perhaps too soon. It was only Mr. Land who 
offered a clear warning against an excessive 
application of easy money policies. Pointing out 
how easy money has stimulated construction, he 
stated: 


We have apparently learned to use the accelerator of 
easy money quite successfully. What we now need to do 
is to create the conditions under which the brake of 
monetary restraint can be more successfully applied in 
the future when appropriate. 

If we use the accelerator too much, and the brake not 
enough, we shall drift into renewed inflation. 








Trends in Travel 


The urge to travel, an outstanding character- 
istic of the American people since Colonial days, 
shows no signs of diminution but appears to 
grow stronger year by year. Rising income levels 
and wider income distribution have brought 
about over the years a great advance in living 
standards, one measure of which has been the 
ability to travel farther, faster, oftener, and more 
comfortably. During most of the country’s his- 
tory the rate of increase in travel has exceeded 
the growth of population, but sweeping changes 
have taken place among the different types of 
transportation. 


This country’s economic development has 
been stimulated by one transportation boom af- 
ter another. For over a century a mainstay to 
general business activity has been the railroads 
— their construction, extension, operation, main- 
tenance and modernization. On the water there 
have been eras of clipper ships, river steamboats, 
barge canals, lake boats, and palatial ocean 
liners, plus countless sail and motor boats for 
travel by their private owners. 


On the highways, early toll roads were fol- 
lowed by free public highways and now by a 
nation-wide network of both toll and free turn- 





pikes already completed or under way. An ex- 
panded federal-state program for modernizing 
the nation’s highways recently was announced, 
proposing the doubling of present expenditures 
to carry the total to $100 billion over the next 
ten years. 


In the air, regular passenger service was 
started in the U.S. only in 1926. Now huge air- 
liners fly nonstop coast-to-coast in less than eight 
hours. Practically as many people travel be- 
tween the U.S. and foreign countries by air as 
by water. 


Only fifty years ago the streetcar business 


was one of the country’s leading industries. Now . 


most of the trolleys have long since been sup- 
planted by buses, while many traction com- 
panies have gone into reorganization or liquida- 
tion. Likewise, numerous electric interurban 
lines flourished for a time but now, for the most 
pert, have been forced out of business by traffic 
losses to private automobiles and buses, as well 
as rising operating expenses and taxes. 


Travel Growth Since 1937 
Since the year 1937, when the U.S. Interstate 
Commerce Commission’s Bureau of Economics 
and Statistics began the compilation of com- 
prehensive statistics covering all forms of 


transportation, the total of intercity travel has 
expanded from 268 billion passenger-miles to 
582 billion in 1953. This is an increase of 117 
per cent or over 7 per cent annually. Population 
in the same period grew by only 24 per cent or 
1% per cent annually. In 1987 every man, woman 
and child traveled on the average 2,100 miles, 
whereas by 1953 the average per capita travel 
had extended to 3,600 miles. 


In this expansion of travel generally, passen- 
ger automobiles contributed the major portion 
although their predominate share of the total 
passenger-miles rose only from 85 to 86 per cent. 
During the same period the railroads had a 26 
per cent increase in passenger-miles, but their 
share in total intercity travel declined from 9.6 
to 5.6 per cent, as shown in the table below. 
These figures include commutation travel, ex- 
clusive of which the railroads would show an 
even greater relative loss in their share of the 
total long-haul business. 


Volume of Intercity Passenger Traffic by Kinds of 
Transportation 
(In Billions of Passenger-Miles) 


Per Cent 


Transport Agency 1937 1953 Change 1937 


Private automobiles .. 228.4 501.2 +4119 85.1 
Railways ——........... 25.6 82.3 + 26 9.6 
WD: cthicecinitiinigitsd:. FR 29.8 +1385 4.7 
RINE cprniiin OA 17.4 +4,250 0.1 
[Inland waterways 1.8 15 + 15 0.5 


Total on 968.4 583.9 +117 100.0 
Source: Annual reports of the Interstate Commerce Commis- 


sion. Some of the figures are partly estimated and not strictly 
comparable over the period. 


In the years between 1937 and ’53 the long- 
term trends shown in the table were temporarily 
but materially affected by World War II. Dur- 
ing the four war years the automobile indus- 
try by government order halted the output of 
passenger cars and converted to the production 
of military equipment, while severe rationing was 
imposed on the use of gasoline and tires. The 
steep upward trend of automobile travel was 
reversed, the totals dropping from 264 billion 
passenger-miles in 1941 to 151 billion in °44. 


This threw a heavy additional volume of travel 
upon the railroads, at the same time they were 
teking over the tremendous burden of wartime 
freight and troop movements, all of which, for- 
tunately for the country, they were able to handle. 
Railway passenger service trebled, expanding 
from 81 billion passenger-miles in 1941 to 98 
billion in "44 and the railways’ share in total in- 
tercity traffic rose from 10 to 35 per cent. In 
other words, of the wartime increase in travel 
on all the common carriers, the railroads handled 
83 per cent. 
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Although the buses’ and airways’ shares are 
small relative to the total, including private 
automobile travel, they are important portions 
of the common carrier traffic and their growth 
has been largely at the expense of the railways. 
Bus transportation in 1953 accounted for 5.1 per 
cent of the total intercity passenger-miles. This 
was almost as large as the railways’ portion, in 
contrast with half as much in 1937. 


Although the airways’ share of total pas- 
senger traffic comprised in 1953 only 8 per cent, 
its expansion has been the most rapid of any 
transport agency. While the abnormally high 
over-all percentage gain shown is due mainly to 
the low level in the base year, the rate of 
growth nevertheless is still substantial. Between 
the end of the war in 1945 and 1953 passenger- 
mileage by airlines increased sevenfold, and even 
between 1950 and 1953 more than doubled. 


Railroad Passenger Deficit Problems 

Between the years 1944 and 1953, the number 
of railway passenger-miles dropped by 67 per 
cent. Despite higher passenger fares, total pas- 
senger revenues contracted by 87 per cent. Ris- 
ing costs of labor, fuel, and supplies boosted 
total operating costs assigned to passenger serv- 
ice for all Class 1 railroads by 28 per cent. 
Whereas in 1944 passenger expenses were 68 
per cent of passenger revenues, that ratio rose 
thereafter until by 1953 the expenses were 188 
per cent of revenues. After allowance for non- 
operating charges, including rents and taxes, the 
railroads in 1953 had a net deficit of $705 million 
on passenger business. 


These heavy losses have been a substantial 
offset to the earnings on freight service, as 
shown in the accompanying chart. For the rail- 
roads as a group such losses in 1953 absorbed 
two-fifths of the freight earnings. 
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Net Operating Income (or Deficit) from Freight and 
Passenger Services of All Class 1 Railways 


(Source: 1.C.C. Statistics of Railways) 

Unprofitable passenger service is an old prob- 
lem with the railroads, going back many years 
but becoming increasingly acute since the end 
of World War II. Studies beyond number on 
different phases of the problem have made use 
of the wealth of statistical information regularly 
compiled by the railroads, and a variety of steps 
have been tried depending on the particular type 
of service in question and specific conditions 
surrounding it. 

Reduced passenger fares on certain types of 
travel put into effect by a number of railroads 
have helped to hold or win back traffic. These 
reductions are granted to members of a family 
or other groups traveling together, or on travel 
during the early part of the week when traffic 
is lighter. Such fares are designed to attract va- 
cation and other pleasure travel, and usually 
offer concessions to children and young peo- 
ple ranging up to twenty-two years of age. Other 
transportation agencies offer similar incentive 
fares and the competition becomes keener all 
the time. 

To hold and increase desirable types of pas- 
senger service railroads offer modernized equip- 
ment as well as improved service. Heavy capital 
outlays have been made for new coaches that 
are more comfortable, quiet, and attractive. 
Diesel power substituted for steam has reduced 
the smoke, cinders and dirt. It also has per- 
mitted faster acceleration and cut running time. 
Several carriers and builders are currently de- 
veloping new and lighter-weight streamliners. 
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Attention also has been given to meal service 
in the dining cars or snack-bars and to coach 
lunches with a view to providing what the 
traveler wants at prices he is willing to pay. 
Ticket office procedure on many railroads has 
been revamped so as to offer quicker and more 
convenient service to customers, particularly in 
handling advance reservations. 

The shift to diesel power in passenger service, 
as in the case of freight, has brought about sub- 
stantial reductions as compared with steam 
power in both operating and maintenance costs. 

Another cost-saving move that some railroad 
managements have found beneficial is the pool- 
ing of facilities by two or more railroads operat- 
ing in the same territory. Such joint use may in- 
clude not only passenger trains but also tracks, 
stations, ticket offices, car shops, and so on. 


Difficulty of Ending Unprofitable Services 

In contrast with those types of passenger serv- 
ice the railroads are trying to hold or win back, 
they are burdened with other types that have 
dwindled in patronage and involve heavy operat- 
ing losses. Where there appears no likelihood 
that such service can ever be restored to a profit- 
able basis, the railroads have tried to curtail or 
discontinue it entirely. 

For railroads to take off unprofitable intrastate 
trains, however, requires the permission of the 
state regulatory authorities, usually obtained 
only after considerable delay. Such proposals by 
the railroads are subject to hearings and demands 
for continued service from local residents — even 
though they buy few if any tickets. In many 
cases the state commissions have delayed action 
for years or else rejected repeatedly the applica- 
tion to end service that could no longer support 
itself. 


The peculiar difficulty faced by a railroad in 
obtaining permission to take off trains, or to 
“abandon” branch lines that already have been 
“abandoned” by their former customers, was 
illustrated by a comparison in a speech by Rich- 
ard F. Mitchell, Chairman of the Interstate Com- 
merce Commission, delivered recently before the 
National Industrial Traffic League in New York. 


In one case an automobile company in Detroit 
made a decision to tear down a forty-year old 
plant that was obsolete and losing money; the 
work of demolition started within a matter of 
hours. The other case was a railroad in the 
Middle West which built a seventy-mile branch 
line to serve a coal deposit; it operated profitably 
for twenty years until the coal seam ran out. 


Thereafter for twenty years the branch line had 


losses, running over $200,000 per year when the 
railroad filed application for its abandonment. 
Although the president of the railroad knew that 
the branch line should be abandoned, just as the 
president of the automobile company knew the 
old factory should be torn down, Mr. Mitchell 
explained: 

. . - But the people of the community through which 
the branch line operated wanted the railroad continued. 
They did not particularly need it, but they had an at- 
tachment for it. A hearing was demanded and held, and 
the abandonment case went on for several years. The 
railroad suffered losses of over a quarter of a million 
dollars in operating that short branch line during that 
period. That is the difference between regulated indus- 
tries and those not regulated. 

Nevertheless, as a practical move toward some 
solution, the National Association of Railroad and 
Utilities Commissioners, representing all forty- 
eight states, formed in 1949 a “Special Com- 
mittee on Cooperation with the I.C.C. in the 
Study of the Railroad Passenger Deficit Prob- 
lem”. That Committee in its 1952 and 1958 reports 
gave extensive analyses of the problem and rec- 
ommended a series of remedies, while the 1954 
report submitted last November recited contin- 
ued tangible progress being made. 

For example, the railroads obtained permis- 
sion during the two years ended May 1953 to 
discontinue 314 passenger trains, the operation 
of which at losses approximating $17,500,000 
annually could not be justified by the public con- 
venience and necessity. In the fifteen months 
to August 1954, an additional 183 trains were 
discontinued at an annual saving of $5,200,000 
in out-of-pocket expense. The savings, which 
might be twice as large as the above figures if 
full allowance were made for other costs prop- 
erly allocable to the passenger service, were an 
important factor in preventing the 1953 deficit 
from soaring even above the $705 million actu- 
ally incurred. 

Despite the progress made, the railroad com- 
missioners pointed out that there was still much 
to be done. For example, the 497 passenger trains 
discontinued in the past three years represented 
less than half of the 1,200 deficit trains operat- 
ing in May 1951 when their program was started 
— and the passenger deficit has greatly worsened 
in the meantime. 


Attitude of Labor 

On another phase of the problem the 1954 re- 
port of the state commissioners declared: 

The cooperation of railway labor is indispensable to 
the solution of the passenger deficit problem. The lack 
of such cooperation has been disappointing and will con- 
tinue to be a major obstacle in the path of reduction in 
the passenger deficits. . . . 





Although the current average s of passenger trains 
- including all stops at intermediate points — is almost 
40 miles per hour, the daily rates of pay continue to be 
based on an assumed average speed of only 20 miles an 
hour — thus materially increasing the cost to the railroad 
of the actual work performed. This type of wage agree- 
ment has loaded wage costs so heavily on the passenger 
trains that these costs alone have often been the decisive 
factor necessitating the discontinuance of operation of 
trains which could have continued to run with a crew 
cost more reasonably related to the service rendered. 
Many passenger trains on which the railroads were re- 
quired to maintain three crews under the provisions of 
these agreements (or pay as though three crews were 
used) could have easily been operated with only two 
crews without any of such crews being on duty longer 
than six hours. Yet, because of the flat refusal of the rail- 
way operating brotherhoods to consider any modification 
of these obsolete contract terms, the trains were forced 
into discontinuance with the resultant loss of the jobs of 
all three crews where two of such crews could have re- 
mained in service. .. . 


Even worse has been the attitude of railway labor in 
connection with the proposed operation of individual self- 
propelled cars in substitution for regular trains. In cer- 
tain instances where our state commissions have been 
forced to permit the total discontinuance of standard 
trains, it would have been possible for this type equip- 
ment to take over and adequately provide the service 
needed by the public. However, the extraordinary de- 
mand of railway labor for a full crew on this one car 
so inflated the indicated direct operating expenses that 
the proposed substitute service was rendered economi- 
cally impossible. 


The historical pattern of railroad passenger 
operations and deficits provides a real case study 
for the managements of our great airline sys- 
tems. There is evidence that these competing 
transportation agencies recognize the dangers in 
permitting unreasonable operating and “feather- 
bedding” rules and regulations to absorb more 
of the already narrow margin of net profit be- 
tween gross revenues and operating costs, taxes, 
and fixed charges. Earning power will be partic- 
ularly important for the airlines during the next 
decade because of the magnitude of their equip- 
ment requirements. If these are to be financed 
on a sound basis they will undoubtedly call for 
the raising of some equity capital. 

During the eight postwar years 1946-53, when 
our annual tabulations of the published reports 
of leading corporations in all lines of business 
showed that net income represented on net as- 
sets or net worth a return averaging 11.5 per 
cent, with the manufacturing companies averag- 
ing 14.8, the Class 1 railroads had a return 


averaging only 4.5 and the airlines only 5.8 per 
cent. 


Need for a Sound National Transportation 
Policy 

An obvious relief measure for common-car- 
rier transportation generally would be repeal of 
the federal tax of 10 per cent, formerly 15 per 
cent, on passenger fares. That tax, imposed dur- 
ing the war, originated not primarily as a revenue 
measure but one to discourage travel on the 
common carriers then operating under wartime 
loads. There is thus a strong case for its repeal 
now. 


The question of a sound national transporta- 
tion policy, embracing passenger, freight, and 
other services, has been the subject of many 
studies over the years and has just been re- 
viewed again by a special U.S. Government 
Cabinet Committee on Transport Policy and 
Organization. The report will be submitted to 
the President for his consideration and is ex- 
pected to be the basis for formulation of Admin- 
istration policy. 

In formulating national policy a guiding prin- 
ciple should be that laid down by President 
Eisenhower one year ago in his budget message 
to Congress. Stating that he was having a “re- 
appraisal” made of federal responsibilities for 
efficient transportation and communication serv- 
ices, he declared: 

The general principles guiding this reappraisal are that 
the soleil ‘Koeut wel grec be a best by a 


privately owned and operated industry, which is sup- 


rted a a minimum of federal funds or federal basic 
acilities and services operated at the lowest feasible 
cost and financed, where possible, by charges levied on 
the users of the services. 

To maintain a transportation system capable 
of meeting all emergency demands, whether 
caused by war or merely by bad weather and 
holiday week-ends, requires that the system be 
kept strong both physically and financially. Some 
reserve or surplus capacity and equipment is 
just as essential to national security and well- 
being as a “stock-pile” of critical raw materials. 
The country’s transport agencies can do their 
best job in providing these facilities when their 
resources are not dissipated by losses on services 
for which there are no longer economic demands, 
and when all services are financed where possi- 
ble—as the President suggests—by charges 
levied on the users. 
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National City Bank Travelers Checks are jus 
like having a bodyguard along! They proted 
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readily accepted everywhere like cash. If yo 

















lose these checks, or if they are stolen, the 
are promptly refunded in full. In denomini 
tions of $10, $20, $50, and $100; cost 7 
per $100 Buy them at your bank. 


Great for Going Places. 
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